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J his sbmof
g Shiage in-the qu tlty pmportlon between k and k* depends
o ﬁ!ahey. Aﬁsuming that the Panking arrangements and habits of the
d termined autonomously by the magrllmdes of r, k and’k’ remain
rity in a country, MgM,, MM, and prise and fal together in the same pro
Ui vertical money supply curves. Keynes also contended that cyclical variations
of money is increased from M, to not be due to changes in » or » but to the char
of money falls from P, to P, and as in k and £’ .

‘money is reduced from M, to M,, Keynes’ real balance equation suffers from
R OmRoto Py The changes ..1.in defects. Actually Keynes himself recognized =~ |
oF money and the value of money its defects and made a mention of them in his
S RUron 1o each other. Treatise. The major defects are given below :

ation explains the reason why money
at all and why do people decide to
aller proportions of their income in
y. During a period of rising prices,
f money declines, people want to

() The variable p has been used in a va'y
restricted sense. It does not measure the general
purchasing power of money but refers to the m ;
level of consumption units alone.

ion of their income in the form (i) The equation relates only to the consumption

e period of depression, since the goods and fails to take into account mdusmal ﬂr‘lr
eases under such circumstances financial transactions.

(#ii) Since the variable p measures
level of consumption units, it
: " people hold money simply to
2ynes belleved that this goods. But the money, in fac
hed when the total multiplicity of business and p
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directly the mnu;aﬁ" nd ¢

equations. Robertson’s cash ba

much similar in form to ﬂle quz

Fisher’s transactions equati

P = MV/T and Robertson considers P

only apparent difference between the two

of terms V and K. But V and K, in faﬁ,

the reciprocals of each other. V = I/K

To say that the velocity of money (V) has

amounts to saying that the demand for mon
rtsoni g f value has gone down and vice-ve
rtsonian cash balance equation js 510T¢ © : : . rsa.
sidered as better than thcqequations the two equations simply emphasise the dif
Cambridge writers primarily because  ¢/éments of the same phenomenon.

| straight comparability with that of (iily Money as a medium of exchange ;
oach. Fisher’s transactions €quation  is no doubt that the transactions approach con
| money as a flow and the cash balances app

treats it as stock, yet both consider that money
es, if we consider V as the reciprocal 5 @ medium of exchange in the economic syste
ust as Fisher postulates a direct Di
A ifferen
relationship between M and P oy, £

the constancy of V and T, similarly These similarities

- _ ia
d Robertson’s equation, P = —— involve

in two  apr
explains a direct ang withstanding, it cannot be conceded

,’ Mand P, if T and K amount to the same thing, The two appra
Very notable differences which are given
() Difference Pertaining 1o (in

transactions €quation explains the v,
Over a period of time, while the cash
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verse human motives. This

that cash balances approach

“money sitting,” and the
h with “money on the wings.”

e in respect of P : The variable
P) in Fisher’s equation is not identical
rice level (P) in the cash balance
Whereas price level in transactions
s to the general price level, it signifies
level related to a particular commodity
r the price level of the final consumption
he cash balance approach.

ure of transactions : The volume of
ms T, in Fisher’s model denotes an
2 of all transactions while the cash balance
‘concerns itself with the real national income
sumption of goods and services alone.

mechanical while K is a psychological
he velocity of circulation of money (V)
$ equation is measured by the speed

a unit of money changes hands and is
chanical concept depending upon the
ﬁlnking. duration of the period of
swdmg habits of the people

K, ln cash balance equation,

that holds the stage.”

APPROACH OVER TRANS.
APPROACH '

The cash balances approach is
superior to the transactions approach in fi
respects : :

() Prominence to human values and mot
The emphasis upon K in the cash balance appros
brings into prominence the subjective VIIMM
a diversity of human motives which lnﬂumt.
price level. The transactions velocity model, ¢
contrary, is based on highly mechanistic app

(i) Causal process : Fisher's approach r
the changes in price level to the changes in qu
of money. But, the money-price relationship ex
through that model is deficient on the grou
it lacks the causal process. The clll!‘" ‘
approach, however, is capable of expl
the price level can undergo changes il
a constant stock of money. A M
of the commumty to hold more or
balances may raise or lower the §
though the quantity of monuy :
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of liquidity preference theory :

approach has led to the

modern liquidity preference

hich is of great significance in the

n of levels of income and employment.

(&x) More realistic : The Cambridge approach, with
its emphasis on K, is more realistic than Fisher’s
transactions approach which emphasises V because
the basic truth is that money is such an asset which
must always be held by some one or the other.

4. CRITICISM OF THE CASH BALANCE
APPROACH

Although the cash balances approach scems
to be ¢ distinct improvement upon the transactions
approach, yet it suffers from certain shortcomings
which are given below :

(§) Taurology : Whichever way the Cambridge
equation is stated, M = KPO, M = KPT or M = KY,
it is just as much a tautology as the transactions
equation. The theory suffers from the circular
reasoning since, on the one hand, it assumes that
the value of money or price level is determined by
the cash holdings (K) of the community and, on the
contrary, it suggests that the value of money or
price level determines the amount of cash held by
the people.

(i) Not dynamic proper analysis : The cash

n approach provides a set of equations which

‘exercises in comparative statics and are

lo analyse a dynamic economic
monetary theory, the approach
to explain the dynamic price

assumes K and T as constant,
such criticism as is levells
transactions approach,

(vi) Purposes of holding : The lev:
output and employment are also inf
changes in the proportion in which de
held for different purposes, viz., saving, inve
efc. The cash balance equation fails to ta
account such changes.
(vii) Negleet of thrift, productivity ete, ;
comprehensive theory of the value of mo
essential to consider the elements like
productivity and liquidity preference ete, &
cash balance equation tends to overlook

elements,

(viii) Neglect of distribution of general des
between consumer and capital goods : Another |
in the Cambridge equation is that it fails |
cognisance of the distribution of general d
between the capital goods and consumer gog
its effect upon income, output, employ
prices. J

(ix) Fails to determine the extent of
prices and output in relation to variat
supply : The Cambridge appros
recognises that changes in the g
can bring about short run
output, yet it fails to expla
prices and output chan
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